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Pace Student
New York, August, 1922

Vol. VII

No. 9

Essentials of Fire Insurance
HIS is the second of a series of articles dealing
with the Essentials of Fire Insurance. The
first article appeared in The Pace Student
for March, 1922. Other articles will be published
in succeeding issues.—[Editor]

T

Fire insurance may be conducted as a govern
mental enterprise or as a private business. There
are no examples in this country, at the present
time, of the insurance of private property as a pub
lic business. The reverse is quite true also, in that
municipal and state governments generally do not
insure their property with private organizations, but
depend upon their power of taxation to replace
damaged or destroyed property of the government.

Government Insurance Obligatory
In Germany and in Switzerland at the beginning
of the century, government insurance was obliga
tory for dwellings and other buildings of ordinary
occupancy. This insurance took effect when a
building was constructed, and a premium was col
lected upon the basis of the valuation for tax pur
poses. Losses were not paid in money, but the
property damaged or destroyed was repaired or
replaced at the expense of the government. It is
not known whether changes have been made re
cently in the operation of the system. The neces
sity for insurance upon other classes of risks, how
ever, brought into being stock insurance companies,
some of which have extended their operations to
this country.
The idea of public insurance against the hazard
of fire has never gained much headway either in
this country or in England, whose lead we have
followed in the organization and conduct of com
panies, and in laws relating thereto. As early as

1711 there was introduced into the House of Com
mons a measure for a national insurance office to
write the property insurance which was to be com
pulsory. Agitations for Federal and state insurance
have been common in this country at various times,
but few partisans have been won and no law-making
bodies. The effort for state insurance has usually
been made because of unsatisfactory premium
rates, excessive losses, poor investment of funds,
waste and inefficiency of operation, or an unfavor
able report of some investigating committee.
As a public business operated by private organi
zations, insurance is subject to supervision of either
the Federal Government or the state. Efforts have
been made to require regulation by the Federal
Government, but they have been without success.
It is questionable whether the Supreme Court, in
view of previous decisions, would not hold such an
enactment unconstitutional. Federal regulation of
insurance could only be secured then by an amend
ment to the Constitution.

Subject to State Control
Mr. W. F. Gephart in his “Principles of Insur
ance,” after referring to the various decisions of the
Supreme Court which fix the legal status of insur
ance, sums it up as follows: “First, insurance is not
commerce, nor is the policy an instrumentality of
commerce. It therefore is a subject for complete
state control, subject only to such limitations as
the Federal Constitution lays down for the control
of any property.
“Second, insurance has certain characteristics
which make it a public business for purposes of
rate control. A state can therefore regulate insur
ance rates to the same extent that it can regulate
the rates of any business of a public character.
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“Third, the insurance contract is a personal con
tract, a mere indemnity for a consideration against
the happening of some contingent event which may
bring detriment to life or property. Its character
is the same, no matter what the event insured
against, whether fire or hurricane, acts of man, or
acts of God, storms on land or sea, death, or lesser
accidents. Nor does the character of the contracts
change by their numbers or the residence of the
parties.”
In addition to these court decisions which give
supervision to the states, “There would seem to be
good reasons for the activity of the state, in order
that the principles of justness and equity may be
preserved.” Mr. Gephart continues at another
point: “The state should not only protect the
weak against the unjust activity of the strong, but
it should also prohibit large numbers of its citizens
from doing an injury to themselves. In this lastmentioned capacity, it should, for example, pro
hibit a group of individuals from organizing them
selves into an assessment company to do a thing
which past experience has shown to be impossible.
The state is particularly interested in compelling
contracts to be carried out, and since the insurance
contract involves rights and benefits extending be
yond the lifetime of one party to the contract, it
finds an important sphere of action in the insurance
business. It is also inevitable when a business has
to do with so many persons as does insurance that
some of these persons will at times attempt to prac
tice fraud on the group, and this practice the state
must seek to prohibit. Although insurance is a
business in which many are necessarily interested,
its very character precludes the many from having
any direct part in the actual conduct of the busi
ness, and it is therefore incumbent upon the state
to do what it can to protect the many against the
possible carelessness, ignorance, or dishonesty of
some officials of some companies.”
Insurance companies may be controlled, and are
subject to the general laws of the state in which
they are incorporated and in which they do busi
ness. Thus, in New York, various sections of the
General Corporation Law, the Stock Corporation
Law, the Tax Law, and the Penal Law apply to
them. Section 1193 of the Penal Law, for example,
requires the use of the Standard Policy and makes
non-conformity a misdeameanor, punishable by fine.
Special Statutes
Special statutes, in addition to the general laws,
are usually passed to govern incorporation and
details of operation. These statutes are usually
known as Insurance Laws, and provide generally
for an Insurance Department of the state with a
commissioner or superintendent at its head, who
administers the law and regulates the companies.
The present Insurance Law of New York was
signed by the Governor on Feb. 17, 1909, taking
effect immediately. Numerous amendments have
been made, one of the latest being a provision for
state mutual companies.
This law provides for the appointment of a Super
intendent of Insurance and gives him control over

August
all companies, whether incorporated under the laws
of New York or doing business within its borders.
Section 9 allows no corporation, or any individual,
as principal, to transact the business of insurance
within the state without a certificate of authoriza
tion, which is to be issued by the superintendent.
“The superintendent may refuse to issue any such
certificate to a domestic or foreign corporation, if,
in his judgment, such refusal will best promote the
interests of the people of the state.”
This authority over a foreign corporation is
within the rights of the states in accordance with
the case of Doyle v. Continental Insurance
Company, 94 U. S., 535: “A state has the right to
imposeconditions, not in conflict with the Constitu
tion or the laws of the United States, to the trans
action of business within its territory by an insur
ance company chartered by another state, or to
exclude such company from the territory, or, hav
ing given a license, to revoke it with or without
cause.”
Some interesting decisions have been rendered
in the interpretation of what may be considered
the “transaction of business.” A citizen, for ex
ample, is not prohibited by law from applying for
insurance in an unauthorized company, but the
agent of the company is prohibited from making
delivery of the policy. Again, the agent of an
unauthorized company who issues policies within
the state violates the law, even though the prop
erty insured is without the state.

Insurance Law of New York
The Insurance Law of New York, which is Chap
ter 28 of the Consolidated Laws, is divided into
the following articles, according to subject-matter:
Article 1. General provisions.
2. Life, health, and casualty corpora
tions.
3. Fire insurance corporations.
4. Marine insurance corporations.
5. Title and credit guaranty corpora
tions.
5a. Mutual Employers’ Liability and
Workmen’s Compensation Corpora
tions.
6. Life or casualty insurance corpora
tions upon the co-operative or as
sessment plan.
7. Fraternal benefit societies.
8. Corporations for insurance of domes
tic animals.
9. Co-operative fire insurance corpora
tions.
10. Lloyds and inter-insurers.
10a. Mutual automobile fire insurance
corporations.
10b. Mutual automobile casualty insur
ance corporations.
11. Laws repealed; construction; when to
take effect.
The great volume of business in number of pol
icies and amount is done by the companies organ
ized under articles two, three, four, and five The
scope of the business they are allowed to write is of
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sufficient interest to be listed without comment.
Life, health, and casualty corporations may be
organized for writing insurance upon the life or
health of a person; against injury from travel, sick
ness, loss or damage to another person, or caused by
animals for which the insured is liable; fidelity of
public or private trust; guaranteeing performance
of contract; indemnifying moneyed corporations
for loss upon negotiable instruments; guaranteeing
and indemnifying merchants in the extension of
credit; against loss by burglary, theft, and forgery;
against breakage of glass; loss or damage in con
nection with steam boilers, including loss of use and
occupancy caused thereby; upon lives of or against
the theft of live stock; against loss or damage to
automobiles, airplanes, dirigibles, or other aircraft
(except against fire), water damage; and against
loss or damage to elevators or other property (ex
cept loss or damage by fire) because of the use of
elevators.
Marine insurance corporations may insure ves
sels, goods, profits, commissions, bills of exchange
and other evidences of debt, bottomry and respon
dentia interests, and every insurance connected
with marine risks, including risk, loss, and damage
to person or property in connection therewith
(except life insurances), automobiles and aircraft,
for the hazards of fire, explosion, transportation,
and legal liability, and burglary or theft of them.
A title and credit guaranty corporation may be
incorporated for one of the following purposes:

1. To examine and guarantee title to real prop
erty, purchase and sell bonds and mortgages
and debentures of solvent corporations se
cured by mortgage upon real property; or
2. To guarantee the validity and legality of bonds,
and to act as registrar or transfer agent; or
3. To guarantee and indemnify merchants from
loss and damage by reason of giving credit
to customers.

Purposes of Fire Insurance
A fire insurance corporation may be organized
“for the purpose of making insurances on dwellinghouses, stores, and all kinds of buildings and house
hold furniture and other property against loss or
damage (including loss of use or occupancy) by
fire, lightning, windstorm, tornado, cyclone, earth
quake, hail, frost, or snow, weather or climatic con
ditions (including excess or deficiency of moisture),
flood, rain, or drought, rising of waters of the ocean
or its tributaries, bombardment, invasion, insur
rection, riot, civil war or commotion, military or
usurped power, and by explosion, whether fires
ensue or not, except explosion on risks specified in
subdivision seven of section seventy of this chapter
(life, health, and casualty corporations); also
against loss or damage by insects or disease to farm
crops or products, and loss of rental value of land
used in producing such crops or products; and also
against loss or damage by water or other fluid to
any goods or premises arising from the breakage or
leakage of sprinklers, pumps, or other apparatus
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erected for extinguishing fires, or of other conduits
or containers, or by water entering through leaks or
openings in buildings and of water-pipes; and
against accidental injury to such sprinklers, pumps,
apparatus, conduits, containers or water-pipes; and
upon vessels, boats, cargoes, goods, merchandise,
freights, and other property against loss or damage
by all or any risks of lake, river, canal, and inland
navigation and transportation, as well as by any
or all of the risks specified in section one hundred
and fifty of this chapter (marine insurance corpora
tions), including insurances upon automobiles, and
airplanes, seaplanes, dirigibles, or other aircraft,
whether stationary or being operated under their
own power, which shall include all or any of the
hazards of fire, explosion, transportation, collision;
loss by legal liability for damage to property re
sulting from the maintenance and use of automo
biles, and airplanes, seaplanes, dirigibles, or other
aircraft, and loss by burglary or theft, vandalism
or malicious mischief, or the wrongful conversion,
disposal, or concealment of automobiles, whether
held under conditional sale contract or subject to
chattel mortgages, or any one or more of such
hazards, but shall not include insurance against loss
by reason of bodily injury to the person, and to
effect reinsurance of any risks taken by it.”
Mutual fire insurance corporations may insure
the same risks as stock fire insurance corporations
in accordance with the section quoted above. By
an amendment of 1921, their plan of organization
and risks allowed to be written was stated in a
separate section from that of the stock companies.
Amendments

Other amendments before and since the passage
of the present law relative to the risks which are
allowed to be written by the companies organized
under the articles mentioned are clearly indicative
of the widening scope of their business. They also
reflect inventions and other events of the day. In
1907,fire companies,by an amendment, were allowed
to insure automobiles, whether stationary or being
operated under their own power. In 1910, an
amendment to the Jaw gave them the right to
insure marine risks. Bombardment, invasion, in
surrection, riot, etc., were added in 1917. The
same risks upon aircraft as upon automobiles were
added in 1919. Another enlargement of their
scope in 1920 allowed insurance upon weather,
crops, and conversion of automobiles.
The business of fire insurance is usually con
ducted by organizations or companies which may
be classified under one of the following heads:
(A) Stock corporations.
(B) Mutual companies:
(1) Local, town, or county.
(2) General or state.
(3) Factory.
(C) Associations:
(1) Individual underwriters.
(2) Lloyds.
(3) Inter-insurance organizations.
(4) Miscellaneous organizations.
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The stock corporations are usually further classi
fied as domestic or foreign corporations, depending
amilton stewart corwin, c.p.a., a
upon whether they are organized in the state in
member of the firm of Patterson, Teele &
which they do business or in some other state of
Dennis, accountants, New York City, and for
the United States or in another country. Mutual several years president of the New York State
companies and associations may also operate in Society of Certified Public Accountants, died in the
more than one state, depending upon their form San Diego Hospital,in Dan Diego,Cal.,on July 16th.
of organization and purposes.
His death followed an operation. Mr. Corwin
The Insurance Law of New York recognizes the was sixty-seven years old at the time of his death.
domestic stock corporation, domestic mutual com
A complete account of Mr. Corwin’s career will
panies organized under the amendment of 1921, appear in the September issue of THE PACE
and those organized prior to January 1, 1921, cor STUDENT.
porations organized both within and without the
United States and its territories, foreign mutual
AT AN assembly of the Day-School Division
fire insurance corporations, cooperative fire insur
of Pace Institute, New York, on Thursday,
ance corporations which are mutual organizations
within certain territorial limits, inter-insurers, June 1st, Mr. Charles E. Ogden, publicity agent
mutual automobile fire insurance corporations, and for the New York State Department of Public
others which are organized or operate for writing Works, was the speaker. Mr. Ogden explained the
development and operation of the New York State
policies of fire insurance.
The organization of many of these companies is, Barge Canal, and dwelt at length on the opportu
in many respects, similar to that of other business nities it offers the business man for rapid and
corporations and organizations. The Insurance economical transportation of commodities. In the
Law, however, defines certain requirements in re course of his lecture, Mr. Ogden illustrated his
spect to organization and operation which must be points by the aid of motion pictures of great interest
followed. These requirements, together with com and beauty. This important public work belong
pany organization and management, will be the ing to the people of the state of New York needs
to be more widely known and better appreciated.
subject of the next article.

H

Biographical Sketches of Pace Students Who Have Made Good

J.

H. WREN, C. P. A. (Va.), who was
graduated from the Pace Courses in
1914, is a member of the American
Institute of Accountants and a certified
public accountant of the state of Vir
ginia. He is in professional practice for
himself, with offices in Bristol and Big
Stone Gap, Virginia, and Bluefield,
West Virginia. Another Pace graduate
is thus found in the ranks of successful
accountants. This brief sketch of his
career will, therefore, be followed with
interest.
Mr. Wren was born January 1, 1888,
in Lynchburg, Virginia. After gradu
ating from high school in his native city,
he later attended college, and, in the
summer of 1908, secured his first business
position in the office of The Evening
Star, in Washington, D. C. It did not
take Mr. Wren long to realize that with
out further training his progress in busi
ness would be materially slackened.
Accordingly, in 1910, he enrolled in the
Pace Course in Washington, D. C. After
studying Accountancy and Business Ad
ministration for two years, Mr. Wren
made up his mind that his greatest op
portunity lay in the field of professional
Accountancy practice, and he was suc
cessful in 1912 in obtaining a position as
junior accountant with an accounting
firm in Washington. In 1914, Mr. Wren
secured a position with another account
ing firm in Norfolk, Virginia, and com

J. H. Wren, C.P.A.

Va.)

pleted his study of the Pace Course in
Pace Institute, Extension Division.

Searle & Nicholson in New York City,
and took some special work at Pace In
stitute. In 1916, Mr. Wren was with
Marwick, Mitchell, Peat 8b Company, in
their Chicago and St. Louis offices. He
returned to Virginia in 1917 as resident
manager of Rawlings, Hill & Company,
Richmond, Virginia. He went West
again in 1919 and was for a time with
Temple, Webb 8b Company, Minneap
olis, Minnesota.
Ill health soon compelled Mr. Wren to
return again to his native state. In
1920, he decided to open his own offices
in Bristol, Virginia, and Bluefield, West
Virginia. At the present time, Mr.
Wren also maintains offices in Big Stone
Gap, Virginia. In these cities, he has a
growing practice and is doing much to
popularize the work of the accountant
in that section of the country.
Mr. Wren passed the Virginia State
C. P. A. Examinations in 1915, and was
awarded his professional degree. He is
a member of the American Institute of
Accountants and the Virginia Society of
Public Accountants, and is active in the
work of both organizations.
Mr. Wren gives Pace Institute much
credit for his professional success. He
writes, “I have always felt that the Pace
Course is superior to the others, due to
the simple language and lucid defini
tions.” Mr. Wren is still a young man
and should have before him many years
From this point on, Mr. Wren’s pro of the worth-while service which he is
fessional career shows consistent progress. so well equipped personally and voca
In 1915, he secured a position with tionally to render.
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Agency Documents
By Alfred F. Upson, LL.M., of the Law Faculty, Pace Institute, N.Y.
HE accountant, in performing the diversified
services that he is required to render in the
course of his professional work, should have
a thorough knowledge of the principles of the law
pertaining to Agency. This is especially true when
his work is that of an auditor.
The wealth of the world is seldom actually
possessed or managed by the owners thereof, but is
left in the control of agents or employees. These

T

agents or employees act in the place and stead of
the person or persons actually owning the property
or business, and of necessity make contracts and
incur obligations solely in a representative capacity
and through a derived authority.
The duties of the agent, his powers, and the
liabilities he creates depend upon the source of this
derived authority. In many cases, the source of
his authority is a written instrument. This is true,
even among the class of agents com
monly known as employees; their
direct or immediate authority as
agents may be the result of an oral
hiring, but the basic source of their
powers is some document from
which may be ascertained the true
extent of their capacity to bind their
employers.
The documents creating agency
may be grouped with reference to
their source into three divisions:
those made by the state, those made
by the courts, and those made di
rectly by the person or corporation
establishing the agency.
The most important, and, at the
same time the most common, of the
state documents creating agency is
the Certificate of Incorporation.
This instrument gives to the incor
porators and to the subscribers of
the capital stock the power to elect
directors to act as the agents of the
artificial being created by the state.
The directors, in turn, elect or ap
point the officers of the corporation,
who manage and control the corpor
ate affairs under the superintendence
of these directors. The functions
and powers of the corporation, the
scope of its business activities, its
powers, rights, and privileges, may
all be ascertained by a careful read
ing of its charter; and the method
of work, and the duties and powers
of those persons to whom the cor
porate work is delegated, may be
found in the by-laws made by the
directors and stockholders.
Another state writing, from which
the immediate authority of an agent
comes, is a Certificate of Election.
This is the token of the public
agent’s office, and it must be distin
guished from a document which
would measure his authority.
The courts of the state, under the
power given them either by the
Constitution or by Statute, ap-
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point many agents. The instruments evidencing
such appointments and setting forth such agents’
powers are the orders or decrees of the courts.
The Surrogate’s or Probate courts, upon proper
evidence being adduced, grant Letters Testamen
tary, Letters of Administration, and Letters of
Guardianship.
Letters testamentary give authority unto an
executor, nominated by the decedent in his will, to
perform the acts necessary to carry into effect the
terms of the will. Letters of administration both
appoint the person who is to settle the estate of an
intestate and outline and define his powers, the
person so designated by the Court being called an
Administrator. Letters of guardianship appoint a
person to attend the welfare of an infant, in many
cases, both as to his person and to his property.
Thus there is constituted and empowered an agent
for the infant, who otherwise would have no power
to contract. The accountant should examine care
fully these letters in order to get a proper under
standing and knowledge of the scope of the
authority of such agents and their duties and
powers.
Appointments—How Made
Other civil tribunals, having equity or statutory
jurisdiction, appoint through their orders and
decrees committees for incompetent persons,
receivers, referees, and substituted trustees. The
powers and duties of a committee are in general
controlled by statute, but are usually particularly
set forth in the order of the Court appointing the
committee. Such committees, acting for persons
having no capacity to contract, become universal
agents for the incompetents. The order appointing
a receiver is the express authority of the receiver;
and those dealing with such officer must look to the
order for the limitations of his authority.
The substituted trustee, though appointed by the
Court, looks to the instrument creating the trust,
and by which his predecessor in office obtained his
powers, for his own authority, duties, and respon
sibilities. The accountant, in dealing with agents
appointed by the courts, in determining their
Accounting procedures, and in ascertaining the
facts with reference to the performance or non
performance of the duties of these respective
appointees, must become thoroughly familiar with
the contents of the documents appointing them.
The information gained in such writings, and a
knowledge of the law pertaining to court appointees,
will give to the practitioner the proper basis or
background for intelligent work, and for valuable
results to his clients.
The written instruments creating agencies directly
from the principal are of such great number and of
such variety that this article permits reference to
but a few. The Power of Attorney is a common
method of naming an agent and defining his powers
and duties. These instruments are self-explanatory,
in that within them are confined the powers and
duties of the agents so created.
In the management of corporate affairs, four
different powers are commonly used: (1) a power of
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attorney to vote the stock owned by the person
giving the power, which is generally known as a
proxy, and takes two forms, the revocable and
irrevocable proxy; (2) a power of attorney, called a
voting trust agreement, by which any number of
stockholders may give to a person or corporation
designated in the power, the right to vote the stock
in accordance with the terms of the agreement
itself; (3) a power given to a person or corporation
to act as the agent for a corporation in transferring
the corporate stock upon the books of the company,
such person or corporation being known as transfer
agents; (4) the power to act on behalf of a stock
holder to have transferred the shares standing in
such stockholder’s name.
A power of attorney to transfer stock owned by
George Washington, in the Bank of Columbia,
signed by his personal representatives, and made
and executed by them in the year 1805, is in the
possession of the writer through the courtesy of
Mr. Homer S. Pace.
This document, although
made over a century ago, is in substantially the
same form as is in use to-day; a reproduction of
the form accompanies this article.
In the direct delegation of authority to another,
many other powers of attorney are issued, and
many forms of written contracts are made. Two
well-known examples of the latter are the agency
contract made between insurance companies and
their general agents, and the contracts between
manufacturers and their representatives or sales
agents.
It is not within the province of an accountant or
an auditor to prepare any of these documents of
agency, nor to hold himself out to his clients as
being competent to give legal advice concerning
their validity, their interpretation, or construction.
It is, however, a part and parcel of his duty to be
able to know for his own information whether or not
such instruments are properly executed, and to be
able to glean therefrom the scope of the authority
and power of the agents therein created. Thus, he
is able to know whether or not the duties imposed
upon the agent, either by law or by the principal,
have been properly performed; and whether or not
the principal is responsible for the acts, contracts,
and obligations sought to have been made on his
behalf by his agents.

What They Think of The Pace Student.
A well-known statistician and commercial re
search man writes:
The magazine has contained so much live and interesting
matter that I read it over carefully every month. The fact
that it gets read—the general parts especially—in competition
with a deskful of other printed matter—is a tribute to the
liveness of the way it is edited. The type also is easy to read.
I clip from it occasionally—income-tax figures—a new idea
about desk space, etc.

The district plant superintendent of another
company writes:
I have for some time past been receiving copies of your
excellent publication from which I have derived considerable
benefit. No one can read any issue of the publication from
cover to cover without finding something instructive and
interesting, no matter what one’s particular line may be.
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Common Errors in English
HE Pace Student publishes from time to
Advise. This word, particularly in business let
ters, is used too frequently instead of inform,
time lists of common mistakes in the use of
the English language, with detailed explanations of tell, or say. Advise means, primarily, to give
counsel to; to offer an opinion. Advise
the correct forms to be used. The list below will
also means to give information to; to com
prove of interest.
municate notice to; When so used, advise
Don’t. This is a contraction of do and not, and
should be followed by of; as, The insurance
is correct if used where do not would be the
agent was advised of the risk.
proper form. Error in the use of don’t arises
Advise is greatly overworked. Say, “Will
when it is used in place of does not or its con
you let us know when the goods will be ready”
traction doesn’t. It is wrong to say, “He
instead of “Will you advise us when the goods
don’t agree with me.” The contraction here
will be ready.”
is doesn’t. The correct form is, “He doesn’t
Try and. This expression is incorrect. Say,
agree with me.” It will be helpful to remem
instead, try to; as, “We must try to assist
ber this outline:
our friends in every way possible.” The as
I don’t agree
We don’t agree
sistance in this sentence comes as a result of
You don’t agree
You don’t agree
the trying; it is not coordinate with it.
He, she, or it doesn’t agree They don’t agree

T

But What. It is well to remember that what
stands for that and which used together. It
should not be used unless we can substitute for
what the two words that and which without
obscuring the meaning.
It is wrong to say, “I don’t know but what
I shall go.” The correct form is, “I don’t
know but that I shall go.” After verbs ex
pressing doubt, use but that.
But what is correctly used in this sentence:
“But what you gave me I threw away.”

Replying to your letter of July 15th, it gives
us pleasure. If we analyze this construction
carefully, we are immediately aware of the
error. Replying, which is a participle, must
modify the subject of the main clause. It is
the subject of the main clause, and, therefore,
grammatically, would be modified by reply
ing. This is a manifest impossibility, and
the sentence must be changed.
Say instead, “In response to your letter
of July 15th, we are glad to----- .”

N Friday evening, June 2nd, a JOHN J. SCHOEPFLIN, a student in
group of high-school principals the Pittsburgh Schools of Accountancy,
and teachers met as the guests of conducting Pace Standardized Courses,
office manager of Morrison, Dinkey &
Pace Institute, Newark, at dinner at is
the
Robert Treat Hotel in that city. Fol Todd, bond brokers, Pittsburgh, Pa.
lowing the dinner, the group went to the
Pace Institute Building, 24 William ARTHUR W. HENDERSON, of the
Street, Newark, where a special exhibi Law Faculty of the Pittsburgh School of
tion was given of various methods of Accountancy, conducting Pace Stand
teaching Accountancy and Business Ad ardized Courses, was recently appointed
ministration by means of stereopticon a special Assistant United States At
slides. The following is taken from the torney.
Newark Ledger of June 3rd:
“Thirty high-school principals and CHARLES O. FRANCIS, of St. Louis,
executives attended a dinner at the Mo., a student in Semester D, Pace
Robert Treat last night as guests of Institute, Extension Division, on May
the Pace Institute of Accountancy, 24 3, 1922, passed the examinations for
William Street, at which vocational edu auditor in the Income Tax Unit, Bureau
of Internal Revenue.
cation was discussed.
“Homer S. Pace of the Institute an
nounced that a scholarship providing for ALBERT W. WRIGHT, a former stu
a course at Pace Institute had been dent of Pace Institute, New York, has
established in memory of Horatio N. accepted, through the Pace Agency for
Drury, formerly an instructor, and Placements, Inc., a position with the
would be open to high-school graduates.” Hanover National Bank, 5 Nassau
Street, New York City.
HAROLD W. CLAYPOOL, Class C101,
Pittsburgh School of Accountancy, con ARTHUR L. BARTSCH, Class B2307,
ducting Pace Standardized Courses, has Day-School Division, Pace Institute,
accepted, through the Placement Division New York, through the Pace Agency for
of the school, a position on the book Placements, Inc., recently accepted a
keeping staff of Morrison, Dinkey & position with West, Flint & Company,
Todd Company, bond brokers, Pitts accountants, 40 Rector Street, New
York City.
burgh, Pa.

O

H. LEWIS MASON, a student in the
Pittsburgh School of Accountancy,
conducting Pace Standardized Courses,
was recently promoted to a responsible
executive position in the passenger de
partment of the Monongahela Railway
Company, Pittsburgh, Pa.

W. B. CORBIN, a former student in
the Day-School Division of Pace Insti
tute, Washington, was successful in
passing the recent examinations held
in Florence, South Carolina, for the
position of auditor in the Income Tax
Unit, Bureau of Internal Revenue,
Washington, D. C. Mr. Corbin plans
to return to Washington in the fall to
complete the professional Accountancy
course in the Evening-School Division
of Pace Institute, Washington.

JEROME KAUFMAN, who was grad
uated from Pace Institute, Washing
ton, in February of this year, has been
awarded his certificate as certified
public accountant by the Examining
Board of the state of North Carolina.
Mr. Kaufman was an honor man in
the graduating class of the Washington
Business High School in 1919, and was
awarded a scholarship offered by Pace
Institute to that institution. Mr. Kauf
man is at present an auditor in the Bu
reau of Internal Revenue, Washington.
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Neatness Pays

The Pace Student

HE following letter from a well-known ac
countant recently came to the attention of
A monthly Magazine of service, interpreting the
The Pace Student.
purpose, spirit, and needs of Modern Business
Why is it that some men, who are keen enough
mentally, feel that their personal appearance is an
Subscription, $1.50 a Year, Payable in Advance
unimportant matter?’ Certainly, so far as first im
pressions are concerned, no business or professional
PACE & PACE, Publishers
man can afford to neglect his personal appearance.
30 Church Street
New York City
It frequently means the difference between success
Copyright, 1922, by Pace & Pace
and failure. This letter carries its own message:
“A man recently interviewed the writer in regard
to employment on our staff. He seemed to be in
Fundamental Study Necessary for the telligent, and I feel would have filled the vacancy
we had from the standpoint of mentality and abil
Mastery of Business
ity, but his personal appearance was such that we
HEN confronted with opportunities for could not afford to have him around our own office,
advancement in business, men and women or work in the offices with any of our clients. It
was about noon on Monday, and he had a growth
are frequently desirous of securing, in a short space
on his face undoubtedly carried over Sunday, and
of time, training which will fit them for the dis the impression made upon me was that if a man
charge of executive responsibility. In the new could not find time all day Sunday to shave, he
work which has been offered them, they are con must be lazy.”
fronted with the necessity of understanding thor
oughly certain aspects of modern business organi The Box Canyon
zation.
N Extension student of Pace Institute re
“I have an opportunity to be appointed office
cently said in a letter to Mr. Homer S. Pace,
manager of this company. I want to study office
“I have simply worked myself to the top of a box
management and prepare myself during the next
four months to discharge properly the duties of canyon, and it looks as if the only way I would ever
my new position. What should I study, and can I get out of here is to quit entirely.” A box canyon
get the proper training in the time at my disposal?” means a dead stop—a stone wall on either side as
Questions of this sort are frequently asked members well as one ahead. Here is certainly an apt and
of the executive staff of Pace Institute. It will be forceful way to express a vocational stalemate.
It frequently happens that after a man has pro
of interest in this connection to note a letter which
Mr. Homer S. Pace wrote recently to a business gressed step by step to a position of fair remunera
woman inquiring about the proper method of study tion, he suddenly finds that advancement stops.
ing business organization and office management. Increased responsibilities may be given him, but
“If one wishes to become thoroughly a master of frequently they are not reflected in his salary
business organization, it is necessary to attempt envelope. Ordinary ability and familiarity with
study of a fundamental character. It is necessary the work in hand usually bring the employee a
to know the relationships of the various depart certain number of promotions. When these stop,
ments of work, the organization objectives, the however, he had better take a stern inventory of
bearing that laws and legal regulations have upon his vocational equipment and decide whether more
business practice, the nature and purposes of training may not help him to get out of the “box
accounts, the methods of compiling and stating canyon” in which he finds himself.
This Extension student has the right idea. He
statistical information, and a great many other
things. A thorough knowledge of these matters has been studying hard for some time. He realizes
can not be obtained by a study of filing and other that he can not progress further in his present posi
devices that are used in office practice, or even by a tion. He is getting ready to make a change. His
vocational “box canyon” will not hold him back.
study of office procedures.
Many business men and women never get out
“Many of our students who hold positions as
controllers and office managers are masters of of their “box canyons” because they fail to under
office procedure, but they have acquired their stand clearly the situation in which they find them
ability by fundamental study, and by accounting selves. The man beginning business should con
sider carefully utilizing the early years of his busi
and other related experience.
“Your choice of action, therefore, lies between ness career, when salary increases are likely to be
observation and study of the details of business fairly regular, and when business responsibilities
procedure which will be of some aid to you, but are not particularly onerous, in study and in prepara
which will not develop your capacity to reason tion for advancement. Many people never get out
from the view-point of business organization, and of their “box canyons,” not because they lack the
the pursuit of a long and somewhat difficult course innate ability, but because they dp not realize until
of study which will serve as a base for the technique too late the character of the obstructions which
they are likely to meet in business.
of business practice.”
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“Leave Your Employers in Good Stand
ing," Says a Leading Executive
E. SULLIVAN, Esq., an auditor of the In
T.
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He pointed to a desk at the end of the row where a
man slightly past middle age was busy with some
papers. It was the president of the bank. In
front of him sat one of the vice-presidents talking
dian Refining Company, writes us as follows: to a man seated beside his desk. Most of the desks
“Requests for information on employees who behind the railing were occupied. I could see
have severed their connection with our company below me practically the entire official personnel
are becoming more numerous every day. I feel of the bank.
Immediately in my mind I went back some years
that a little advice to the young man about to enter
the business world might be of material benefit to to the bank in the small country town where I was
him later on in his business career. “Many young reared. Here, the cashier, who was also vice-presi
men make serious mistakes when starting in busi dent, I remembered, had a private office large
ness by committing some minor offense or by leav enough to hold half of the desks below me. The
bank’s customers, unless they had business with
ing a concern in bad standing.
“It is much harder to-day for an employee to this official, did not see him. He was too big a man
secure a position than in years gone by, for a large to work out in the open with the three clerks. He
majority of industrial corporations, railroads, and demanded privacy as his official due—no flatthe Federal Government now make special investi topped desk on the main floor of the bank for him.
During recent years, however, officials of many
gations before acquiring the services of an appli
cant; and, in many instances, the person making metropolitan banks have moved out of their private
application must furnish references from past offices to desks on the main banking floor. They
employers for five or ten years back. An unfavor feel that it pays in many ways to have the bank’s
able mark from any one employer might easily officers not only accessible, but visible, as well.
deprive the applicant of a good position. Almost They believe that it tends to humanize their busi
any position in business to-day, in which the appli ness—to make the bank’s customers fell that they
cant is likely to handle large sums of money, re are dealing with an institution directed by real
quires that the applicant be bonded by a reputable flesh-and-blood men like themselves, and not with
bonding company. The larger the bond, the more a great impersonal organization. The whole plan,
difficult it is to secure. In many cases, employees they feel, promotes confidence; and confidence, in
making application for bonds are refused on ac turn, promotes business. The metropolitan bank
count of unfavorable reports from past employers. which I visited the other day is not by any means
“In our own organization, we receive numerous an exception, at the present time, in having its
requests from railroads, industrial corporations, officers out in plain sight on the main banking floor.
and the Federal Government, desiring information
concerning employees who have severed their con An Effective Beginning
nection with our company as far back as ten years
ago. As a very careful record is kept of all em “YES, we shall be glad to place your name on file
as you requested in your letter of June 19th.
ployees, a few “black marks” against any individ
ual influence us to a large extent when supplying We hope that our various publications reach you
references. Let me pass this suggestion on to the promptly.”
I received the other morning a letter which began
young man just beginning his business career—
leave your employers in good standing, so that this way. How refreshing this unusual yet simple
when you have occasion to call on them for refer opening sentence when contrasted with such stereo
ences, there can be nothing to prevent them from typed and labored introductions as, “We are in
receipt of your letter of June 19th, and in reply we
supplying only favorable information.”
beg to state,” or, “Acknowledging your valued
favor of June 19th, it gives us pleasure to comply
Two Banks
with your request.”
Careful letter-writers are constantly striving for
HE other day I stood in one of the galleries
of a nationally known metropolitan bank and natural and effective opening sentences. The man
who wrote, “Yes, we shall be glad to place your
looked down at the floor five stories below me.
Cages occupied most of the great room—cages for name on file as you requested in your letter of June
the receiving and for the paying tellers, cages for 19th,” has certainly succeeded.
the note-tellers and for the loan department, cages
Properly directed enthusiasm will accomplish won
everywhere. In the center of the room was the
great vault, looking from my point of vantage like ders; so will enthusiasm, not properly directed, but
are not wonders that one cares to gaze on long.
a square building set in the center of the rotunda. they
Too frequently the onlooker says, “Poor fellow! He
Clerks were busy in the cages and at the windows meant well.”
attending to the wants of the bank’s customers.
At one end of the rotunda, directly below me,
Don’t try to shift the blame on some one else. If
was a row of flat-topped desks, on a platform the mistake is yours, admit it. The man who never
slightly raised, and behind a low railing. An exec made a mistake probably never did anything worth
utive of the bank, who was showing me through, while. All of us are susceptible to error. But don’t
said that these were the desks of the bank’s officers. make the same mistake twice.
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Sinking Fund and Reserves For Sinking Fund
Their Creation and Final Disposition
OW should a Sinking Fund and a Reserve Sinking Fund........................ $50,000.00
To Assets........................
$50,000.00
for Sinking Fund be treated, and how dis
To record transfer of general
posed of? This question frequently presents itself
assets to sinking fund.
to accountants and to others interested in corporate
finance. In order to understand the theory, it is
The Balance Sheet at the end of the ten years
well to have in mind the principles and conditions
under which the fund and the reserve are created. would then be as follows:
Before considering the reserve for sinking fund,
ASSETS
LIABILITIES, ETC.
it will be well to consider the nature of the sinking
Assets (Net)....... $180,000.00 Bonds. . .................. $100,000.00
fund itself. A simple proposition will perhaps Sinking Fund.... 50,000.00 Capital Stock... . 50,000.00
suffice for the purpose. Let us assume the follow
Surplus.................. 80,000.00
ing case:

H

$230,000.00

$230,000.00

A corporation has assets and liabilities as follows:
ASSETS
Assets (Net)........ $60,000.00

$60,000.00

LIABILITIES, ETC.
Capital Stock.... $50,000.00
Surplus. . . ........... 10,000.00
$60,000.00

In order to enlarge its plant, the corporation
issues $100,000.00 of 20-year bonds. The Balance
Sheet after such issue will be:
ASSETS
Assets (Net)........ $160,000.00

LIABILITIES, ETC.
Bonds...................... $100,000.00
Capital Stock.... 50,000.00
Surplus.................. 10,000.00

$160,000.00

$160,000.00

Assuming that the corporation’s yearly net profit
has been $7,000.00, and that no dividends have
been paid, the Balance Sheet at the end of ten
years will be as follows:
ASSETS
Assets (Net)........ $230,000:00

LIABILITIES, ETC.
Bonds.................... $100,000.00
Capital Stock. . . . 50,000.00
Surplus................. 80,000.00

$230,000.00

$230,000.00

In order to protect the bondholders and to
insure the redemption of the bonds at maturity,
the bonds may contain a provision that a certain
amount of assets shall be set aside in a fund at the
end of each year, the annual increments to the
fund to be such that the bonds may be redeemed
at their maturity out of the fund assets. Such a
fund is known as a “Sinking Fund,” and the fund
payments are usually made to a trustee who holds
the fund assets under a trust agreement, so that
they are no longer available for the general uses of
the corporation.
Assuming that $5,000.00 has been paid into the
sinking fund at the end of each year for the ten
years, the sinking fund would have been set up
by entries, the effect of which, stated in Journal
entry form, is as follows:

It will be apparent, therefore, that the sinking
fund in the case cited is a collection of assets,
which were accumulated by annual accretions, set
aside out of the general assets for the redemption
of the bonded indebtedness.
Now let us consider the reserve for sinking
fund. It will be noted that the amount of sur
plus is the amount obtained by deducting from the
total assets, including the amount of sinking
fund, the combined amount of liabilities and capi
tal stock. Directors or stockholders looking at
the Balance Sheet last presented might be inclined
to distribute a considerable portion of the surplus
as dividends or otherwise. Such a distribution
might seriously weaken the financial standing of
the corporation. For, although the total net
assets are $230,000.00, only $180,000.00 are avail
able for general use, the balance being in the hands
of the trustee for the bondholders. Therefore, a
dividend of, say, $50,000.00 would materially
weaken the financial position of the corporation,
and would reduce the security behind the bonds.
In order, then, to prevent an undue distribution
of surplus, the agreement between the corporation
and the bondholders usually contains a clause by
which the corporation must specifically earmark
and withhold from the category of available sur
plus a portion of its surplus equal in amount to the
amount of the assets in the sinking fund. This
portion of surplus, called a “Reserve for Sinking
Fund,” must be left in the business in order to
protect the interests of the bondholders.
The Reserve for Sinking Fund would be set up
by yearly entries, the effect of which, stated in one
entry, would be as follows:

Surplus.................................. $50,000.00
To Reserve for Sinking
Fund.......... ...................
$50,000.00
To set up reserve.

With this provision, then, the Balance Sheet at
the end of the ten-year period is:
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ASSETS
LIABILITIES, ETC.
Assets (Net)........ $180,000.00 Bonds..................... $100,000.00
Sinking Fund... . 50,000.00 Reserve for Sink
ing Fund.......... 50,000.00
Capital Stock. . . . 50,000.00
Surplus.................. 30,000.00

$230,000.00

$230,000.00

At the end of twenty years, assuming that the
yearly net profit was $7,000.00 and that no distri
bution of surplus had been made, the Balance
Sheet would show:
ASSETS
LIABILITIES, ETC.
Assets (Net)........ $200,000.00 Bonds..................... $100,000.00
Sinking Fund.... 100,000.00 Reserve for Sink
ing Fund......... 100,000.00
,
Capital Stock. . . . 50,000.00
Surplus.................. 50,000.00

$300,000.00

$300,000.00

The bonds would be paid off out of the sinking
fund, and the effect of the transaction, stated in
Journal entry form, would be:
Bonds...................................$100,000.00
To Sinking Fund...........
$100,000.00
To record payment of bonds
at maturity.
After the bonds are paid off, the Balance Sheet
would appear as follows:
ASSETS
Assets (Net)........ $200,000.00

$200,000.00

LIABILITIES, ETC.
Reserve for Sink
ing Fund.......... $100,000.00
Capital Stock.... 50,000.00
Surplus.........
50,000.00

$200,000.00

This Balance Sheet still shows a reserve for the
protection of bondholders. There is, however, no
necessity now for the protection of bondholders’
interests by requiring that the directors and stock
holders consider a certain portion of the surplus
as not available for their own uses. It is quite
proper, therefore, for the directors to pass a resolu
tion releasing the amount tied up in the reserve
account and transferring it back to Surplus. They
might make any other appropriation of the reserve
they desired—they might change it from a Reserve
for Sinking Fund to a Reserve for Contingencies,
or they might declare a stock dividend, or a cash
dividend, if enough were available, or, in short,
treat it as if it were unappropriated surplus.
Assuming that the reserve for sinking fund
were restored to the status of available surplus, the
entry would be:
Reserve for Sinking Fund.. $100,000.00
To Surplus......................
$100,000.00
To transfer balance of for
mer to latter.

The Balance Sheet would be as follows:
ASSETS
Assets (Net)........$200,000.00
$200,000.00

LIABILITIES, ETC.
Capital Stock... .$ 50,000.00
Surplus ................ 150,000.00

$200,000.00

It will be seen, therefore, that the sinking fund
is a specific collection of assets set up by transfer
of certain assets out of the general fund of assets;
that the reserve for sinking fund is a correspond
ing transfer of surplus from the Surplus Account
to a special form of surplus account called a Reserve
for Sinking Fund; that the setting up of the fund
is required in order that assets may be accumulated
for the purpose of retiring an obligation at maturity;
that the reserve is required in order that persons
interpreting the Balance Sheet may have available
information as to the actual amount of surplus
available for general uses; that the obligation is
retired out of the assets in the sinking fund; that
after the obligation has been retired, the need for
the special earmarking of surplus in the Reserve
for Sinking Fund Account no longer exists and the
reserve for sinking fund may be transferred back
to the Surplus Account or otherwise disposed of;
and that all of this intricate mechanism is required
for the protection of the holders of the obligation.
N individual owning a business draws a cer
tain salary weekly, and charges it as an
expense; therefore, at the end of the year, the
business shows a profit which does not include the
salary drawn?
What is the proper way to handle this matter—
that is, should he draw a salary or should he draw
whatever money he may need and charge a
“Personal Account”?

A

Answer:

When an individual enters business for himself,
the profit return is presupposed to be sufficient to
compensate him for his services and for his capital
investment. The true profit return includes com
pensation for both, so that the facts are not altered
by calling part of the return salary and part of it
profit. However, a proprietor may arbitrarily
apply so much of the profit as he considers neces
sary to compensate him solely for his services, and
consider the remainder of the profit as compensa
tion for the use of his capital. When a sole pro
prietor charges part of his profit withdrawals to a
salary account, and treats this salary account as
an expense, he is merely employing a bookkeeping
expedient to divide his personal return. Likewise,
it affords ready comparison with similar businesses
to which the proprietors may not give their per
sonal services. We do not consider the name of
the account to which withdrawals are charged an
important matter, but merely a preference in
bookkeeping procedure.
The proper method of statement presentation
is as follows:
Gross Profit....................................................... $xx
Expenses.........................................................
xx
Net Profit......................................................
Proprietor’s Salary............

$xx
xx

Net Profit after deduction of proprietor’s
salary.........................................................

$xx

Page 140

Pace Student

August

The Question and Answer Department
This Department does not publish answers to all of the questions received, but only to those which
are deemed to be of general interest to readers of The Pace Student.
A communication, in order to
receive attention, must contain the name and the address of the person asking the question.

AM an accountant with a large wholesale paper
corporation and on the books of the
broker ?
house that has numerous branches throughout
the East, West, and Northwest. The home office, Answer:
which is in San Francisco, controls the fixed prop
1. (a) Capital Account of a sole proprietor or a
erty of the company’s divisions, by having them
partner.
report any purchase, sale, or trade of property on a
(b) Capital Stock Account—applying to a
loose-leaf Fixed Property Report.
corporation.
It has been the practice for years back to charge
(c) Surplus Account—applying to a corpora
or credit the Reserve for Depreciation Account
tion.
with any difference in carrying value of any unit
(d) Undivided Profits Account—applying to
sold or otherwise disposed of by trade. This
a corporation.
method has resulted in upsetting the reserve
(e) Reserve for Sinking Fund—representing
account, and it has been necessary to readjust this
an appropriation of Surplus.
account from time to time, in order that it might
2. Lap-overs or lapping is the appropriation of a
show a fair ratio to the asset account.
It is the writer’s contention that the reserve cash receipt to be made good from later receipts.
account should show only a credit balance, and If cash items deposited on any given day are less
that any difference received or given, over or below than the amount of the receipts, as evidenced by
the carrying value of any unit disposed of, repre the various entries in the Cash-Book, the condition
sents a gain or loss and should be charged or may indicate lapping. The discrepancy may repre
sent an amount of cash abstracted which is to be
credited to Surplus.
replaced at a later date. The condition of lapping
Answer:
may exist with or without entry of the abstracted
Theoretically, the Reserve for Depreciation receipt in the Cash-Book.
should be adjusted at the end of each accounting
3. For the purpose of illustrative Journal entries,
period to reflect the accrued depreciation on the assume the following statement of facts:
assets owned. This procedure, if carried out to
Cost of bonds, excluding interest and commission,
its fullest extent, would require that whenever a $49,300.00.
particular unit of equipment is retired, the asset
Accrued Interest, $200.00
account should be credited for the total cost value;
Brokerage Commission, $500.00.
the amount which had been credited to the Reserve
On the books of the corporation :
for Depreciation Account to cover accrued depre
ciation on that unit should, at the time of retire BROKER.............................$50,000.00
ment of the equipment, be charged to Reserve for
CASH................................
$50,000.00
Depreciation Account; and any excess of cost over For advance to broker for
the total of accrued depreciation and salvage
bond purchases.
value should be charged either to Profit and Loss
BONDS
................................ $49,800.00
or to Surplus, as the circumstances may require.
ACCRUED
INTEREST
If a Plant Ledger or Equipment Record is not
ON BONDS................
200.00
kept, difficulty is experienced in carrying this
BROKER.........................
$50,000.00
theoretical procedure out, and a rough and ready
method is often adopted of charging the entire For purchase of bonds and
accrued interest through
cost of the retired equipment to the Reserve for
broker.
Depreciation Account. Such a procedure, how
ever, distorts the Reserve for Depreciation Account, (The commission due to the
broker on account of the
and, if possible, the first method—that is, charging
purchase of the bonds,
to the reserve account only the depreciation which
$500.00, is included in the
has been credited to it—should be followed.
cost of the bonds, $49,800.00.)
LEASE give me answers to the following
questions:
On the books of the broker:
1. Name five proprietary accounts.
CASH.................................... $50,000.00
2. What is meant by lap-overs?
A CORPORATION........
$50,000.00
3. A corporation advances $50,000.00 to a For cash received from A
Corporation for bond pur
broker to buy bonds. What are the
chase.
entries to be made on the books of the

I
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A CORPORATION. ......... $50,000.00
CASH................................
COMMISSION...............
For bonds purchased for and
delivered to A Corpora
tion.
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$49,500.00
500.00

WILL appreciate it if you will give me your
ideas on the proper way to arrive at the value of
building and loan stock.
To illustrate just what I mean, we will suppose
a Perpetual Mutual Building and Loan Association
sells shares of stock, payable weekly, par value
$100.00, and the stock is issued four times a year;
that is, if you take out some stock a week or several
weeks after the beginning of a quarter, you would
have to pay dues covering from the time the quarter
began, which makes all stockholders in that partic
ular series have the same amount paid, unless
some are in arrears. My understanding is that
most of the Building and Loan Associations do not
show the distribution of profits in the Ledger ac-

I

(2)
(3)
(4)
(5)
Date Number Pd per Share
of
of
($1.00 per
Total
Series Issue Shares
Month)
Paid in
1
1910
342
$132.00
$45,144.00
2
1911
290
120.00
34,800.00
3
1912
294
108.00
31,752.00
4
1913
257
96.00
24,672.00
5
1914
309
84.00
25,956.00
6
1915
411
72.00
29,592.00
7
1916
422
60.00
25,320.00
8
1917
481
48.00
23,088.00
9
1918
683
36.00
24,588.00
10
1919
909
24.00
21,816.00
11
1920
945
12.00
11,340.00
(1)

5,343

(6)
Equated
Time
(Months)
66½
60½
54½
48½
42½
36½
30½
24½
18½
12½
6½

$298,068.00

counts, but do show on paper for the purpose of
getting up a financial report. The question I wish
to ask is, what is the best method of distributing
the profits among the various series of stock? For
an example, I will use the following:
Series

1
'

2
3
4
5
6
7
8
9
10
11

Number of. Months
Shares
paid for
132
342
290
120
294
108
257
96
309
84
411
72
422
60
481
48
683
36
909
24
945
12
5343

Total
paid in
$45,144
34,680
31,752
24,672
25,956
29,592
25,320
23,088
24,588
21,816
11,340

Value per
Share

$297,948

Now suppose the profit undivided at this time
was around $70,000.00 , how should this amount be
apportioned to the different series?
Answer:

There are different plans used in the operation
of building and loan associations. The usual pro
cedure is as follows: Each member subscribes to a

definite number of shares, on which he pays monthly
instalments of
per cent. of the par of the stock.
½
When the instalments, together with the profits
earned by each share, amount to $100.00, the stock
is said to have matured and is paid off. ,
It appears from the above problem that none of
the series has matured, and that the monthly pay
ment is $1.00 per share. There is submitted in
the attached tabulation a distribution of profit
among the several series on the Partnership Plan.
Under the Partnership Plan, all profits are
ignored and the capital of each series is obtained
by multiplying the money paid in by the equated
number of months during which the money has
been left in the Association. As dues are payable
on the first of each month, the equated time is
found by adding 1 to the number of months the
series has run, and dividing the sum by 2. The
capital paid in is shown in Column 5, the equated
time is shown in Column 6, and the equated capital
is indicated in Column 7 in the attached tabulation.
(9)

(7)

(8)

Equated
Capital
$3,002,076.00
2,105,400.00
1,730,484.00
1,196,592.00
1,103,130.00
1,080,108.00
772,260.00
565,656.00
454,878.00
272,700.00
73,710.00

Total
Profit
$17,010.00
11,900.00
9,800.00
6,790.00
6,230.00
6,090.00
4,410.00
3,220.00
2,590.00
1,540.00
420.00

Total
Value
$62,154.00
46,700.00
41,552.00
31,462.00
32,186.00
35,682.00
29,730.00
26,308.00
27,178.00
23,356.00
11,760.00

$12,356,994.00

$70,000.00

$368,068.00

(10)
Value
per Share
$181.73
161.03
141.33
122.42
104.16
86.81
70.45
54.69
39.79
25.69
12.44

The equated capital is obtained by multiplying the
total capital paid in by the equated time in months.
The profit of $70,000.00 is divided among the
series in the proportion that each series’ equated
capital bears to the total equated capital. The
total value of each series is shown in Column 9,
and the value of each share in a series is indicated
in Column 10.
There are other plans for distributing profits. A
plan known as Dexter’s Rule is sometimes used.
Under this plan, previous distributions of profits
are ignored and current profits are distributed on
the basis of the present earning capitals, that is,
capital including previous profits at the beginning
of a quarter plus contributions during the quarter.
The Partnership Plan gives larger profits to the
later series at the expense of the earlier series. As
the earlier series are made to share the profits they
have accumulated with the later series, which had
no part in making these profits, this plan is not
always equitable.
The distribution of profits on the books is op
tional. In most cases, the distribution of profits
among the different series is not attempted.
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INDLY advise me if the procedure is practical partners agreed to incorporate. They formed a
as follows: A manufacturing plant has some company, known as the City Realty Co., with $20,
goods destroyed by a fire. An adjuster comes from
000.00, divided into 200 shares, as follows: Black 98
the insurance company and appraises the value of shares, White 98 shares, and Mrs. White 4 shares.
the damaged goods. Should the entries be made The partners turned over their equity in the building
as follows: Debit the Insurance Company and and made the following payments in full for sub
credit Suspense Account for the amount appraised; scriptions. Balance due on building, $7,268.00;
and when you receive cash, debit Cash and credit
Attorney’s fees affecting the sale, $560.00; for
the Insurance Company? If the firm were making
annual statements, would it be right to debit Sus incorporation, $400.00; stamps, etc., $15.00; J. Doe
pense Account and credit Trading Account as an for appraisal of building, $50.00. Required, entries
for opening corporation books.
offset to purchases?
It is evident from the wording of the proposition
The entries which you submit are not entirely
correct, in view of the fact that any loss occasioned that the City Realty Co. has acquired net asset
by the fire would be shown as a trading loss, which value to the amount of its authorized capital stock,
is an incorrect treatment.
$20,000.00. It appears that two kinds of asset
In order that the entries covering the fire loss values have been taken over from Black 8s White,
may be clear to you, we submit herewith illustra namely, the building and the organization expenses
tive entries. Assume the cost of the damaged
paid by Black & White for the account of the City
goods to be $1,000.00; also assume the amount of
reimbursement to be collected from the insurance Realty Company. It appears from the statement
company to be $800.00; further assume the expenses of the proposition that $415.00 was the cost of the
organization expense, assuming that the stamps
in connection with the fire to be $50.00.
were incidental to such incorporation. The cost
FIRE LOSS............................................. $1,000.00
of
the equity in the building as reflected by the
To PURCHASES...............................
$1,000.00
stock issue would, therefore, be $19,585.00. The
For transfer of cost of merchandise
opening entries, in our opinion, for the City Realty
damaged by fire.
Company would be as follows:
INSURANCE COMPANY.................
800.00

K

To FIRE LOSS...................................
For amount of damage to be collected
from insurance company.

800.00

FIRE LOSS.............................................
To CASH..............................................
For expenses paid in connection with
fire.

50.00

CASH. . .................................................
To INSURANCE COMPANY. . . .
For cash received in settlement of
claim against Insurance Company.

800.00

50.00

800.00

After the above entries have been made, the
Fire Loss Account would indicate the amount of
loss which would have to be sustained by the com
pany. If the goods are sold at salvage value, the
proceeds of such sale would be credited to the Fire
Loss Account. It is essential that the amount of
loss be shown in a distinct account on the books.
The loss should in no case be merged with trading
results. In preparing Profit and Loss Account, the
amount of the fire loss should appear as a distinct
item on the account.
The credit to purchases, $1,000.00, should be
deducted from the gross purchases shown on the
Profit and Loss Account, in order that the correct
amount of purchases may be applied against the
ordinary sales of the company.

The City Realty Company
A corporation organized under the laws of the State of----------------- with an authorized Capital Stock of Twenty Thou
sand Dollars------------------ $20,000.00------------------------------- divided into Two Hundred (200) shares of the par value of
One Hundred Dollars ($100.00) each, with express and
implied powers necessary to carry on the business of------------------------ Subscriptions were made to the stock as
follows:
Black...................... 98 shares
White..................... 98 shares
Mrs. White...........
4 shares

Total.................. 200 shares
BUILDING........................................... $94,585.00
ORGANIZATION EXPENSE....
415.00
FIRST MORTG. PAYABLE.
SECOND MORTG. PAYABLE.
BLACK & WHITE, VENDORS.
For building with mortgages apper
taining thereto, taken over from
Black & White in consideration
for the entire authorized capital
stock of this company, the follow
ing organization expenses having
also been paid by Black 8s White:
Attorney’s fees for incor
poration ................................. $400.00
Stamps................................
15.00
Total.................................. $415.00

LACK & WHITE have been conducting a BLACK 8s WHITE, VENDORS. . . $20,000.00
general store under the firm name of Blank
CAPITAL STOCK........................
For capital stock issued in accord
Trading Co. On Sept. 13, they paid $5,000.00 for
ance with stock subscriptions and
the option on a building. On Oct. 1, they agreed
in payment for net equity in
to purchase the building, and paid $9,000.00 cash
building plus organization ex
and placed a first mortgage for $60,000.00 and a
penses taken over from Black 8s
second mortgage for $15,000.00. At this date, the
White.

B

$60,000.00
15,000.00
20,000.00

$20,000.00
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R. HOMER S. PACE recently
received from F. D. Schurz of
the Food Research Institute of
Stanford University, Stanford, California,
the following letter in reference to the
cost of growing farm products. The
Food Research Institute was recently
established at Stanford University at the
suggestion of Mr. Herbert Hoover. The
Institute plans to make an intensive
study of food problems. Mr. Schurz’s
letter and Mr. Homer S. Pace’s reply
thereto follow.

M

Mr. Schurz writes:
“The Food Research Institute of Stan
ford University has recently been estab
lished at the suggestion of Mr. Herbert
Hoover to study food problems.
“One of the first studies undertaken is
•on the subject of the cost of growing
farm products. Kansas State Agricul
tural College is cooperating, and has sent
out route men to keep the records of the
farmers in representative districts. Nu
merous studies have already been made
by states, universities, and the United
States Department of Agriculture. In
practically every case, interest on build
ings, equipment, and land has been in
cluded as an element of cost. Unlike
interest in the manufacturing industries,
interest on land or use cost of land is fre
quently the largest item in the cost as it
has been shown. The main purposes of
the studies are to determine the cost of
the farm products and to compare prac
tices on different farms. Is one justified
in including interest in cost for the pur
pose of comparison?
“As so little attention has been given
farming by the majority of accountants,
the Food Research Institute is anxious
to learn the opinions of some of the lead
ing practicing accountants in the country.
“Thanking you for your attention to
this request, we are,
Very truly yours,
Food Research Institute.”
Mr. Homer S. Pace replied as follows:
“From my view-point, no item can be
properly charged to cost that does not
represent the transfer value from the
producer to some other individual or con
cern. My view is based on the funda
mental idea that profit is a return to a
proprietor for the use of his capital and
effort. Any attempt to divide the return
to a proprietor between interest upon his
investment and profit upon his invest
ment is arbitrary, and must depend upon
an interest rate arbitrarily selected.
“Notwithstanding the fact that inter
est on investment is not properly in
cluded as a cost of production, the
calculation of interest may be useful for
statistical purposes. For example, in the
study of different enterprises, the calcu
lation of interest might disclose the com
parative efficiency of the enterprise in
the use of capital asset values. It often
happens, of course, that statistical infor
mation of this kind is useful, but we do
not make entries in books of account on
the basis of such calculations.
“The main thing to keep in mind is
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T IS now common practice for news
that a real cost is an outgo of value, and
papers and magazines, in soliciting
is a proper subject for accounting en
advertising, to publish statements of
tries; and that the calculation of interest
their circulation which have been pre
upon investment is a statistical matter
to be used in tabulations and studies pared by accountants. The periodicals
that are quite distinct from accounting aim to impress prospective advertisers
with the authenticity of any circulation
statements proper.”
figures which they may use. They are
HE following is quoted from the not satisfied to rest their case on an un
New York Dock Courier of supported claim to having a certain num
June 26, 1922. The New York ber of subscribers. It so happens that
recently there have come across our desk
Dock Courier is the monthly magazine
published by the New York Dock Em several publicity documents put out by
periodicals to solicit advertising. In
ployees Mutual Benefit Association.
“A body of students of the Pace Insti several of these documents there are re
tute visited the property of the New produced in facsimile form the actual
York Dock Company on the 7th of June circulation reports which the account
to get a first-hand view of the actual ants have prepared. That an air of au
operations. Mr. W. H. Spalding, audi thenticity is thus given to the circulation
tor, took the students over the property figures is evident.
and showed them all the operations from
Martins down to Red Hook. Mr. L. M. JOHN H. WOOD, a former student of
DeLacy, manager Warehouse Division, Pace Institute, Washington, has accept
explained the warehouse ledger system, ed a position in the accounting de
and Mr. B. Marx, office manager, took partment of the Western Electric Com
the students through the general ac pany, Chicago, Illinois.
counting office.
“The students displayed keen interest MERRIOTT S. WALKER, a former
in everything shown them, and did not student of Pace Institute, Washington, is
fail to mention that the trip had been an accountant and office manager for L. E.
Breuninger & Son, contractors and real
interesting and beneficial one.”
estate brokers, Washington, D.C.
M. H. EPPS, a former student in the
Day-School Division of Pace Institute, WALTER B. DAVIS, Semester E
Washington, passed the recent examina student, Pace Institute, Washington,
tions held in Florence, South Carolina, has accepted a position in the cost ac
for the position of auditor in the Income counting department of the Employing
Tax Unit, Bureau of Internal Revenue, Printers’ Association, Inc., New York.
Washington, D. C. Mr. Epps will CHARLES I. HAYCRAFT, a student
return to Washington in the fall to in Semester D, Pace Institute, Wash
complete the professional Accountancy ington, has been for several months
course in the Evening-School Division of accountant and office manager for the
Pace Institute, Washington.
Triangle Motor Company, Washing
CHARLES SNIPPER, Pace Institute, ton, D. C.
New York, recently accepted, through RAY T. STOWE, Pace Institute, Exten
the Pace Agency for Placements, Inc., sion Division, is credit manager of the
a position as cashier with the Auto Simmons Company, Elizabeth, N. J.
Brokerage Company, Inc., 25 West 45th The Simmons Company is one of the
Street, New York City. Mr. Snipper largest manufacturers of metal beds in
was formerly with the Atlantic Na the United States.
tional Bank, 257 Broadway, New York
City.
ALBERT F. KOEHLER is now a
bookkeeper with the Standard Motor
IRINEO J. REYES, Pace Institute, Car Company, Queens Plaza, Long
Washington, was among the successful Island City. Mr. Koehler accepted
candidates in the recent North Caro his new position through the Pace
lina C.P.A. Examinations. While study Agency for Placements, Inc.
ing at Pace Institute, Washington, Mr.
Reyes was in the office of his brother- WILLIAM E. HILL, Pace Institute,
in-law, the Honorable Jaime C. de New York, has accepted, through the
Veyra, commissioner from the Philip Pace Agency for Placements, Inc., a
position as junior accountant with Suf
pines.
frin & Gompers, certified public accoun
T. G. COUNCILOR, a student in Pace tants, 1123 Broadway, New York City.
Institute, Extension Division, recently
passed the C. P. A. Examinations in GEORGE F. GRICE, formerly a stu
South Dakota. The South Dakota ex dent at Pace Institute, New York, is
aminations are conducted under the treasurer of Houbigant, Inc., 16 West
auspices of the American Institute of Ac 49th Street, New York City. Through
countants. Mr. Councilor’s home is in an error, Mr. Grice’s name appeared in
Winner, South Dakota.
the June issue of THE PACE STUDENT
as George F. Grier.
JULIUS FRIED, Pace Institute, New
York, has accepted, through the Pace H. V. PETERSON, Class E1608, Pace
Agency for Placements, Inc., a position Institute, Newark, recently accepted,
as bookkeeper with Scott’s Prepara through the Pace Agency for Placements,
tions, Inc., New York City. Mr. Fried Inc., a position as bookkeeper with The
was formerly with the Nathan Manu Bertley Company, South Orange, N. J.
facturing Company, 416 East 116th Mr. Peterson was formerly with the
Street, New York City.
Stephenson Laboratories, Plainfield, N. J.
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The distinctive teaching
of Pace Institute brings out
the student’s best efforts—it lays
the foundation for eventual ad
vancement in Business and in professional Ac
countancy Practice.
In September, new groups of men and women will begin
their study in Day and Evening classes, at Pace Institute,
New York, Boston, Washington, and Newark.

They will study those
subjects which underlie Modern Business Organization—Accounting
Theory and Practice, Applied Economics, Business Law, Principles of
Organization, Management, and Finance. They will prepare for suc
cess in Business and in professional Accountancy Practice.
Write for the Institute Bulletin. Specify whether you desire informa
tion concerning the Day- or Evening-School Division. The Course in
the Day-School Division can be completed in less time than is required
in the Evening-School Division.

Pace & Pace
NEW YORK, 30 Church Street

WASHINGTON

BOSTON

715 G Street, N.W.

Tremont Temple

NEWARK
24 William Street

